
Glossary of Terms Commonly Used in Municipal 
Finance 

Abatement:  A complete or partial cancellation of a tax bill imposed by a governmental unit; applicable 

to tax levies and special assessments. 

Appropriation:  An authorization granted by a legislative body to make expenditures and to incur 

obligations for specific purposes.  An appropriation is usually limited in amount and the time when it can 

be expended.  Any amount that is appropriated may be encumbered. 

A warrant article appropriation is carried forward from year to year until spent for the designated purpose 

or transferred by town meeting vote to another account. 

Assessed Valuation:  The value placed upon a particular property by the local Board of Assessors for the 

purpose of apportioning the town’s tax levy among individual property owners equitably and in 

accordance with the legal requirement that property be assessed at “full and fair cash value”, certified 

periodically by the Commonwealth’s Commissioner of Revenue (no less frequently than once every three 

years). 

Available Funds:  Balances in the various fund types that represent non-recurring revenue sources. As a 

matter of sound practice, they are frequently appropriated to meet unforeseen expenses, for capital 

expenditures or other onetime costs. Examples of available funds include free cash, stabilization funds 

and overlay surplus. 

Audit:  Work done by accountants in examining financial reports, reviewing compliance with applicable 

laws and regulations, reviewing effectiveness in achieving program results.  A basic audit examines only 

the financial reports and legal compliance.  An outside Certified Public Accountant (CPA) audit is 

directed primarily toward the expression of an opinion as to the fairness of the financial statements and 

submission of a management letter.  An auditor must be independent of the executive branch of 

government.  A state auditor, private CPA or public accountant, or elected auditor meets this test. 

Balance Sheet:  A statement that discloses the assets, liabilities, reserves and equities of a fund or 

government unit at a specified date. 

Bond:  A means to raise money through the issuance of debt. A bond issuer/borrower promises in writing 

to repay a specified sum of money, alternately referred to as face value, par value or bond principal, to the 

buyer of the bond on a specified future date (maturity date), together with periodic interest at a specified 

rate. 

Bond Authorization:  The action of town meeting authorizing the executive branch to raise money 

through the sale of bonds in a specific amount and for a specific purpose. Once authorized, issuance is by 

the treasurer upon the signature of the selectmen. 

Bond Issue:  Generally, the sale of a certain number of bonds at one time by a governmental unit. 
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Bond Rating (Municipal): A credit rating assigned to a municipality to help investors assess the future 

ability, legal obligation, and willingness of the municipality (bond issuer) to make timely debt service 

payments. Stated otherwise, a rating helps prospective investors determine the level of risk associated 

with a given fixed-income investment. Rating agencies, such as Moody's and Standard and Poors, use 

rating systems, which designate a letter or a combination of letters and numerals where AAA is the 

highest rating and C1 is a very low rating. 

Budget:  A plan of financial operation embodying an estimate of proposed expenditures for a given 

period and the proposed means of financing them.  A budget may be preliminary (the financial plan 

presented to the town meeting) or final (the plan approved by that body). 

Capital Budget:  A plan of proposed capital outlays and the means of financing them for the current 

fiscal period.  It is usually a part of the current budget. 

Capital Exclusion:  A vote to exclude from the levy limit the cost of a capital project.  This exclusion 

only affects the levy limit for the year in which the project was undertaken. 

Cemetery Land Fund:  A fund established to which revenues are earmarked for the acquisition of land 

development costs on designated cemetery land purchases. 

Cherry Sheet:  An annual statement received from the Massachusetts Department of Revenue detailing 

estimated receipts for the next fiscal year for the various state aid accounts and estimated state and county 

government charges payable by the Town in setting the tax rate.  The actual receipts and charges may 

vary from the estimates.  

Classification:  The division of the real estate tax and personal property voted by the Selectmen.  The 

Selectmen may choose one rate for residences, another rate for business, and another rate for open space. 

Collective Bargaining:  The process of negotiating workers' wages, hours, benefits, working conditions, 

etc., between an employer and some or all of its employees, who are represented by a recognized labor 

union. regarding wages, hours and working conditions. 

Community Preservation Act (CPA): Enacted as MGL Ch. 44B in 2000, CPA permits municipalities 

accepting its provisions to establish a restricted fund from which monies can be appropriated only for a) 

the acquisition, creation and preservation of open space; b) the acquisition, preservation, rehabilitation, 

and restoration of historic resources; and c) the acquisition, creation and preservation of land for 

recreational use; d) the creation, preservation and support of community housing; and e) the rehabilitation 

and restoration of open space, land for recreational use and community housing that is acquired or created 

using monies from the fund. The local program is funded by a local surcharge up to 3 percent on real 

property tax bills and matching dollars from the state generated from registry of deeds fees. 

Community Preservation Fund: A special revenue fund established pursuant to MGL Ch. 44B to 

receive all monies collected to support a community preservation program, including but not limited to, 

tax surcharge receipts, proceeds from borrowings, funds received from the Commonwealth, and proceeds 

from the sale of certain real estate. 

Debt Exclusion:  A vote to exclude from the levy limit the costs of debt service for capital projects.  This 

exclusion remains in effect for the life of the debt only. 

Debt Service:  The repayment cost, usually stated in annual terms and based on an amortization schedule, 

of the principal and interest on any particular bond issue. 
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Encumbrance:  Obligations such as purchase orders, contracts, salary commitments which are 

chargeable to an appropriation and for which a part of the appropriation is reserved. 

Enterprise Fund:  A standalone fund with its own assets, liabilities, fund balance, revenues and expenses 

in which a municipal service is operated as a business unit.  Costs of the service are primarily recovered 

from user charges, and may be supplemented by general revenues. 

Equalized Valuation:  The value of all property as determined by the Commissioner of Revenue 

biennially, to place all property in the state upon an equal footing, regardless of date of assessment. 

Excess and Deficiency (E&D):  Also called the "surplus revenue" account, this is the amount by which 

cash, accounts receivable, and other assets exceed a regional school district’s liabilities and reserves as 

certified by the Director of Accounts.  The calculation is based on a year-end balance sheet which is 

submitted to the Department of Revenue by the district’s auditor, accountant, or comptroller as of June 

30. The regional school committee must apply certified amounts exceeding five percent of the district’s

prior year operating and capital costs to reduce the assessment on member cities and towns.

Excess Levy Capacity:  The difference between the levy limit and the amount of real and personal 

property taxes actually levied in a given year. 

Exemptions:  A discharge, established by statute, from the obligation to pay all or a portion of a property 

tax. The exemption is available to particular categories of property or persons upon the timely submission 

and approval of an application to the assessors. Properties exempt from taxation include hospitals, 

schools, houses of worship, and cultural institutions. Persons who may qualify for exemptions include 

disabled veterans, blind individuals, surviving spouses, and seniors. 

Expenditure:  The spending of money by the town and schools for the programs or projects within the 

approved budget. 

FTE:  A full-time equivalent employee based on a 40-hour work week.  May be one or more employees, 

but the total weekly hours equal 40. 

Fiscal Year (“FY”):  A 12-month period, beginning July 1 and ending June 30, to which the annual 

budget applies and at the end of which a governmental unit determines its financial position and the 

results of its operations.  The designation of the fiscal year is that of the calendar year in which its ends; 

for example, FY17 or FY 2017 is the fiscal year which begins July 1, 2016 and ends June 30, 2017. 

Free Cash:  Certified as of each July 1 by the State, this is the portion of Undesignated Fund Balance 

available for appropriation.  It is not cash per se, rather it is approximately the total of cash and 

receivables less current liabilities and earmarked reserves, reduced also by reserves for uncollected taxes. 

Fund:  An accounting entity with a self-balancing set of accounts that is segregated for the purpose of 

carrying on identified activities or attaining certain objectives in accordance with specific regulations, 

restrictions or limitations. 

General Fund:  The fund into which the general (non-earmarked) revenues of the town are deposited and 

from which money is appropriated to pay expenses. 

General Obligation Bonds:  Bonds issued by the Town that are backed by the full faith and credit of its 

taxing authority. 
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Government Finance Officers Association (GFOA): This organization provides leadership to the 

government finance profession through education, research and the promotion and recognition of best 

practices. 

Governmental Accounting Standards Board (GASB): The ultimate authoritative accounting and 

financial reporting standard-setting body for state and local governments. 

Joint Labor Management Negotiation Process:  A negotiation process available to Police and Fire 

Unions, which utilizes Commonwealth of Massachusetts’ mediators and arbitrators.  If an arbitration 

decision is issued, it is binding upon the Executive Branch (The Board of Selectmen and Management 

Staff).  Further, the Executive Branch must fully support such an arbitration decision before Town 

Meeting, even if they believe such a decision is not in the best interest of the Town. 

Level-Service Budget:  A budget that describes the funding required for maintaining current levels of 

service or activity, plus cost increases for contractual and mandated obligations.  It brings previously-

approved programs forward at existing levels of service. 

Levy Ceiling: A levy ceiling is one of two types of levy (tax) restrictions imposed by MGL Ch. 59 §21C 

(Proposition 2½). It states that, in any year, the real and personal property taxes imposed may not exceed 

2½ percent of the total full and fair cash value of all taxable property. Property taxes levied may exceed 

this limit only if the community passes a capital exclusion, a debt exclusion, or a special exclusion. (See 

Levy Limit) 

Levy Limit: A levy limit is one of two types of levy (tax) restrictions imposed by MGL Ch. 59 §21C 

(Proposition 2½). It states that the real and personal property taxes imposed by a city or town may only 

grow each year by 2½ percent of the prior year's levy limit, plus new growth and any overrides or 

exclusions. The levy limit can exceed the levy ceiling only if the community passes a capital expenditure 

exclusion, debt exclusion, or special exclusion. (See Levy Ceiling)  

Local Aid:  Revenue allocated by the Commonwealth to cities, towns, and regional school districts. 

Estimates of local aid are transmitted to cities, towns, and districts annually by the "Cherry Sheets." Most 

Cherry Sheet aid programs are considered general fund revenues and may be spent for any purpose, 

subject to appropriation. 

M.G.L.:  Massachusetts General Laws.

New Growth:  The additional tax revenue generated by new construction, renovations and other increases 

in the property tax base during a calendar year. It does not include value increases caused by normal 

market forces or by revaluations. New growth is calculated by multiplying the assessed value associated 

with new construction, renovations and other increases by the prior year tax rate. The additional tax 

revenue is then incorporated into the calculation of the next year's levy limit. 

Other Post-Employment Benefits (OPEB):  The set of benefits, other than pensions, that government 

employees earn while actively working, but do not receive until they retire.  Typically included is health 

insurance coverage for retirees, their spouses and in some cases their beneficiaries. 

Operating Budget:  A plan of proposed expenditures for personnel, supplies, and other expenses for the 

coming fiscal year. 
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Overlay: (Overlay Reserve or Allowance for Abatements and Exemptions) An account established 

annually to fund anticipated property tax abatements, exemptions and uncollected taxes in that year. The 

overlay reserve need not be funded by the normal appropriation process, but rather is raised on the tax rate 

recapitulation sheet, and cannot exceed an amount deemed reasonable by the Commissioner of Revenue. 

Overlay Surplus:  Any balance in the overlay account of a given year in excess of the amount remaining 

to be collected or abated can be transferred into this account.  Within 10 days of a written request by the 

chief executive officer of a city or town, the assessors must provide a certification of the excess amount of 

overlay available to transfer.  Overlay surplus may be appropriated for any lawful purpose.  At the end of 

each fiscal year, unused overlay surplus is “closed” to surplus revenue, i.e., it becomes a part of free cash. 

Override:  A vote to increase the amount of property tax revenue that may be raised over the levy limit. 

Personnel Services:  The cost of salaries, wages and related employment benefits. 

Purchased Services:  The cost of services that are provided by a vendor. 

Property Tax Bill:  The amount produced by multiplying the assessed valuation of property by the tax 

rate.  The tax rate is expressed per thousand dollars of assessed valuation, for example: 

House Value: $ 300,000 

Tax rate: $ 10 which means $10 per thousand 

Levy: $ 10 multiplied by $300,000 and divided by $1,000 

Result: $ 3,000 

Raise:  A phrase used to identify a funding source for an expenditure which refers to money generated by 

the tax levy or other local receipt. 

Reserve Fund:  A fund appropriated each year that may be used only by vote of the Finance Committee 

for “extraordinary or unforeseen expenditures.” 

Revolving Fund:  Those funds that may be used for special uses.  For example, Recreation fees may be 

paid into a revolving fund, and expenditures can be made without appropriation with the approval of the 

Town Manager.  Revolving funds are established by state law or town bylaw.  Some revolving funds must 

be annually reauthorized by Town Meeting. 

Stabilization Fund:  A fund designed to accumulate amounts for capital and other future spending 

purposes, although it may be appropriated for any lawful purpose (MGL Ch. 40 §5B).  Stabilization funds 

may be established for different purposes, and interest generated by such funds is added to and becomes 

part of the stabilization fund.  A two-thirds vote of town meeting is required to establish, amend the 

purpose of, or appropriate money into or out of the stabilization fund. 

Tax Levy:  Total amount of dollars assessed in property taxes imposed by the Town each fiscal year. 

Tax Rate:  The amount of property tax stated in terms of a unit of the municipal tax base; for example, 

$14.80 per $1,000 of assessed valuation of taxable real and personal property. 

Tax Rate Recapitulation Sheet (Recap Sheet): A document submitted by a city or town to the 

Department of Revenue in order to set a property tax rate. The recap sheet shows all estimated revenues 

and actual appropriations that affect the property tax rate.  

- 5 -



Tax Title (or Tax Taking): A collection procedure that secures a city or town's lien on real property and 

protects the municipality's right to payment of overdue property taxes. Otherwise, the lien expires if five 

years elapse from the January 1 assessment date and the property has been transferred to another owner. If 

amounts remain outstanding on the property after issuing a demand for overdue property taxes and after 

publishing a notice of tax taking, the collector may take the property for the city or town. After properly 

recording the instrument of taking, the collector transfers responsibility for collecting the overdue 

amounts to the treasurer. After six months, the treasurer may initiate foreclosure proceedings. 

Tax Title Foreclosure: The procedure initiated by a city or town treasurer in Land Court or through land 

of low value to obtain legal title to real property already in tax title and on which property taxes are over 

due. The treasurer must wait at least six months from the date of a tax taking to initiate Land Court 

foreclosure proceedings (MGL Ch. 60 §65). 

Triennial Certification:  The Commissioner of Revenue, through the Bureau of Local Assessment, is 

required to review local assessed values every three years and to certify that they represent full and fair 

cash value (FFCV). Refer to MGL Ch. 40 §56 and Ch. 59 §2A(c). 

Trust Fund:  In general, a fund for money donated or transferred to a municipality with specific 

instructions on its use. As custodian of trust funds, the treasurer invests and expends such funds as 

stipulated by trust agreements, as directed by the commissioners of trust funds or by town meeting. Both 

principal and interest may be used if the trust is established as an expendable trust. For nonexpendable 

trust funds, only interest (not principal) may be expended as directed. 

Turn Back:  Unexpended funds of a prior fiscal year operating budget are returned to the Town, which 

ultimately revert to Free Cash. 

Underride:  A vote by a community to permanently decrease the tax levy limit.  As such, it is the 

opposite of an override. (See Override) 

Unreserved Fund Balance or Surplus Revenue Account:  The amount by which cash, accounts 

receivable and other assets exceed liabilities and restricted reserves.  It is akin to the stockholders equity 

account on a corporate balance sheet.  It is not, however, available for appropriation in full because a 

portion of the assets listed as “accounts receivable” may be taxes receivable and uncollected. (See Free 

Cash) 

Warrant:  An authorization for an action. For example, a town meeting warrant establishes the 

matters that may be acted on by that town meeting. A treasury warrant authorizes the treasurer to pay 

specific bills. The assessors’ warrant authorizes the tax collector to collect taxes in the amount and from 

the persons listed, respectively. 
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